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Dratler: Facilities Management - Boon or Bane?

Strangers coming in and running a vital part of your
company on
autonomous basis? Your reaction
the idea may determine whether facilities manage
ment would work for you
would be a complete
disaster—

FACILITIES MANAGEMENT - BOON OR BANE?
by Louise H. Dratler
Assistant Editor

approximately a dozen
Midwestern hospitals de
cided some time ago that it would
be a good idea to buy their own
EDP equipment and open a joint
central data center for their infor
mation needs, they didn’t realize
how difficult it could be to staff
an EDP installation. After several
months of unsuccessfully trying to
get the center to produce, they
called in a “facilities management”
contractor. The contractor now
staffs and manages the hospitals’
center, and it is running smoothly.
This story is true though it could
well be a tale invented by a facili
ties management vendor. Under a
three- to five-year contract a facili
ties management service organiza
tion will provide the personnel,
software, and managerial skill
needed to run a company’s EDP
hen

W

facility effectively. The computer
hardware can be owned or leased
by the company or by the vendor.
Each facilities management con
tract is tailored to the client’s
needs.
The facilities management con
tract was first employed by the
military. Private industry is using
it more and more as a tonic for
EDP departments that are not
performing as well as companies
would like them to, either through
inefficiency or the inability to
speedily implement new largescale programs. However, the topic
has several strong side effects.
How do facilities management
organizations differ from service
bureaus?
For one thing, they are usually
better tailored to the company they
serve. Even in instances where they

run equipment owned by the client
company, the system they use has
presumably been designed primar
ily for that client. And since in
most instances they staff the client
company’s equipment on the com
pany’s premises, such problems as
deliveries of needed data and pri
vacy of data—or at least manage
ment’s awareness of such problems
—are minimized to a degree that
they would not be with a service
bureau.
In examining the problems facili
ties management can solve, the
most obvious is staffing the compu
ter installation.
recent Diebold
Research Program survey of 500
companies showed the turnover
rate of data processing personnel
to be much higher than that exist
ing for any other occupation.
Staffing EDP departments is going
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to get of
tougher
as Systems,
a directand
result
Naturally,
engaged
or in
of the computer manufacturers’
volved in facilities management
separation of hardware, software,
place it in the best possible light.
education, and support prices, pre
But it does have drawbacks.
dicts Robert H. Long, assistant
For example, William O. Har
director of the research division of
den, vice president of John Nuveen
the Bank Administration Institute,
& Co., Inc., New York, pointed out

writing in The Magazine of Bank
that experts can be hired on a
Administration (January, 1970). He
one-time basis and thus there is
no real need to sign a long-term
forecasts that technical talent will
move from businesses in which
all-inclusive facilities management
computer usage is a secondary ob
contract. He told the conference,
“Buy what you really need. If you
jective to firms specializing in com
puter science.
need professional services, go get
them. If you need hardware get it.
“Another effect of the specialist’s
If you don’t need your computer—
transfer movement,” Mr. Long
send it back. If you need a com
writes, “may be the rise of facilities
bination, then decide which type
management services, a practice
of facilities management contract
that would involve a software com
is best for you.”
pany’s taking total responsibility
for programming, operations, main
tenance and management of a
The people problem
firm’s computer facility.”
Some resignations may result
The facilities management ven
Facilities management also pre
dor is accountable for having sys
sents a people problem: What
from the facilities
tems contracted for prepared and
happens to the old EDP staff when
operating on schedule. He is re
management takeover, but
the facilities management con
sponsible for having qualified staff
tractor takes over? Robert W. Mc
they often occur, it is said,
to maintain as well
develop the
Geary, president of Lever Data
system. If a competitor’s system is
Services, Inc., New York, explained
among the poorer members
to be used, it is the facilities man
to this writer that when his
agement staff that puts it into
of the existing staff who drop
takes on a facilities management
operation. When specialized knowl
contract it moves the existing in
out for fear of being fired
edge is needed, the facilities man
ternal EDP staff over to its own
agement company should be able
payroll. He claims this meets with
when found incompetent.
to call in members of its staff with
little staff opposition because it
the appropriate expertise. These
maintains a high pay scale, on the
experts are not maintained on the
average higher than that paid to
client’s EDP operation any longer
internal EDP staffs. Lever also
than necessary. Also, it is possible
opens the possibility of advance
for client companies with cyclical
ment in the computer field within
EDP information needs to have
its own organization to people
just the required number of com
who had previously been limited
puter personnel on hand at any
to the computer operations of only
given time.
one firm. Some resignations may
However, even with facilities
result from the takeover, but Mr.
management, there is EDP staff
McGeary claims that it is often the
poorer members of the existing
turnover. At a recent American
staff who drop out for fear of
Management Association confer
being fired when found incom
ence, “EDP Facilities Manage
petent.
ment: Abdication or Salvation?,”
Facilities management contracts
several businessmen pointed out
have no standard form. Maccabees
the drawbacks of an outside EDP
Mutual Life Insurance, Southfield,
staff. The businessmen then specu
Michigan, now is working with
lated about the time that would
Computer Technology, Incorpor
have to be spent educating the
ated, Skokie, Illinois, under an
mobile programers to the client
agreement that keeps the staff on
companies’ operations.
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- Boon orthe
Bane?
Maccabees’ payroll but puts Dratler:
CT in Facilities
Co. When
EDS received
con
charge of all computer personnel,
tract in 1966, Pepsi was operating
firing, promotions, etc.
with a manual general ledger sys
tem, and now in 1970 the company
is getting a third generation man
The best prospects
agement information system off the
Which firms face the toughest
ground, according to Perry G. Da
 can best
staffing problems and thus
vis, Pepsi’s systems and data
use this feature of facilities man
processing director. Pepsi now has
agement? Mr. McGeary believes
in operation a basic information
small- and medium-size firms face
system, a market research system
the greatest handicap in competing
for domestic and foreign sales,
for personnel with the giant cor
remote processing for its bottling
porations and the professional data
plants, and the beginnings of a
processing organizations. Tom Mar
management information system.
quez, vice president of Electronic
Data Systems Corporation, Dallas,
Amiable parting
disagrees. Big companies may have
“Pepsi was an early trendsetter,”
just as much trouble keeping good
Mr. Davis said. “We were one of
personnel because, although large
the first to go in and one of the
companies furnish their EDP peo
first
to go in the other direction.”
ple with the best possible training,
In 1966 Pepsi began its contract
all too often they quit for better
with EDS, and by the end of 1969
jobs. According to Mr. Marquez,
it had decided to run its own in
these corporations “are no better
stallation. Prior to the formal deci
than top training grounds.”
sion not to renew EDS’s contract
Mr. Marquez’s own company his
Pepsi had built up its own staff
tory supports his observation. EDS
of 50 systems people. Mr. Davis
is a highly successful pioneer in the
says these people were needed to
facilities management field. It has
form an interface between Pepsi
made its well publicized president
and EDS. The facilities manage
and founder, H. Ross Perot, a mul
ment
company had given Pepsi “a
timillionaire. Mr. Perot is a former
thrust
into the third generation,”
IBM computer salesman, and three
he
said.
However, once the major
of the other men who helped him
conversion
was achieved Pepsi felt
start EDS are also former IBM em
it
could
go
it alone.
ployees.
When
Pepsi
decided to use its
The targets of facilities manage
own
people,
EDS
cooperated in
ment concerns have been getting
interviewing the programers Pepsi
higher and higher, or were, at least,
would need to add. “There has
until the recent stock market slide.
been an excellent attitude in all
It is the big companies that EDS
concerned,” Mr. Davis said. He
is now concentrating its marketing
feels the unhooking has been the
on. At its start, in 1962, EDS set
easiest part of the facilities man
$5,600 as the minimum monthly
agement arrangement. As Pepsi’s
client EDP expenditure that would
case illustrates, an attractive fea
interest it. By 1965 EDS had upped
ture of facilities management is the
that minimum to $50,000, and now
speed with which large-scale pro
a monthly expenditure of $200,000
jects can be undertaken. Besides
is needed before EDS considers
having the required personnel, the
taking on a company as a client.
vendor also has a good knowledge
EDS, according to Mr. Marquez,
of all the software and hardware
finds bigger companies are better
on the market. He additionally has
prospects because they have “big
available software developed for
ger problems and more money for
similar needs of other clients.
quality work.”
Maccabees Mutual Life Insur
One of the bigger problems EDS
ance
management
decided it
worked on belonged to Pepsi-Cola
wanted to put IBM’s Advanced
September-October, 1970
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Pepsi-Cola is one company
that has used facilities

management but now has
built up its own staff and
runs its own installation.

However, Pepsi credits the

facilities management
experience with pushing
it into modern data

processing methods.
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Some large companies are spinning off their EDP departments to become . . .

Life Insurance System (ALIS) in
to operation. Though management
felt its own EDP staff was qualified
to implement the system, it em
ployed Computer Technology, Inc.,
to put ALIS into operation faster.
The BankAmericard system in the
state of Florida was also speedily
put into operation by Computer
Technology. When Southwestern
Insurance Co., Dallas, decided to
make the switch to a third genera
tion system, EDS was called

Security risk?
While similar experience may
aid the vendor in rapidly getting a
system working, it also could pose
a security risk for the client. If
the vendor is employed by com
petitors, how secure are the clients’
methods of doing business? Will
competitive advantage be lost in
pooled knowledge?

Costs may drop
Another feature some facilities
management firms offer their cli
ents is lower EDP costs. Lever
enters into arrangements in which
its fee comes up for renegotiation
each year. The first year of the
contract it agrees to operate the
installation for exactly the cost to
the client before it took over. Le
ver’s profit comes from the savings
it can make in the operation. For
the second year the books on both
sides are opened and the fee is
negotiated on the basis of the sav
ings and the client firm’s profits.
Instead of renegotiation, EDS
sets a flat fee for the contract term.
EDS never promises to cut the
cost of a computer operation. On
the contrary, “we will double pres
ent data processing costs, but we
will lower the overall cost of doing
business,” Tom Marquez said.
‘‘They [the client] will get payout,

which is what they are interested
in, not lower EDP costs at all.”

Degree of control
After investigating facilities man
agement, the Nationwide Insurance
Companies did not find it an eco
nomical move for their operations
because of the peculiar require
ments of the insurance business.
“Whether or not a facilities man
agement contract is economical
depends upon how completely you
feel you can relinquish computerrelated responsibilities to them,”
Bradley D. Kirk, Nationwide’s vice
president in charge of systems and
programing, told the AMA con
ference. “If you can turn the entire
operation over to them for an in
definite period of time and be
concerned only with using the
final product, a facilities manage
ment contract probably can be
economically justified. Economical
feasibility, however, is almost com
pletely dependent upon the degree
of responsibility that will be relin
quished.”
Nationwide’s management wanted
to keep control of its company
records and systems. It feared that
because the facilities management
companies are relatively new they
might go out of business or under
go mergers or takeovers. Conse
quently, it wanted a buy-out clause
so that it could control whom it did
business with. When the buy-out
costs were added to normal con
tract cost, facilities management
offered no economic advantage
over Nationwide’s running its own
installation. “We’ll consider facili
ties management again,” Mr. Kirk
said, “but probably not until we
can point to many other satisfac
tory experiences or can find a situ
ation where the company would
not be such a captive of the facili
ties management organization.”
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Hiring a facilities management
company is something like hiring
an expert chef. The employer can
designate what he would like pre
pared, but he cannot say how he
would like it done in terms of
actual operating techniques or
machine languages. Also, he can
not expect the expert to give him
trade secrets freely or to train the
family in his craft.
There are other possible disad
vantages to the client company
when it turns over data processing
responsibilities to facilities man
agement.
One reservation John T. Cahill,
manager of management informa
tion services for the Itek Business
Products Division, has about hir
ing an outside contractor is the
harm it may do to executive train
ing. Mr. Cahill believes business
executives should have a chance to
have some experience working with
a company’s information system.
With an outside contractor this
chance might be lost.
While an outside facilities man
agement firm creates a sharp divi
sion of duties, it does free client
management from worrying about
the way results are obtained. It
only remains up to the client to
decide what information he needs
and when. In some cases the de
tailed consideration that is needed
for a contract schedule to be
drawn up helps client manage
ment along the way to solving its
own problems. In the contract
offered to Nationwide, not only was
the facilities management vendor
to indemnify Nationwide for losses
incurred by the vendor’s inability
to perform on schedule, but Na
tionwide was to indemnify the
vendor for its resultant losses if
Nationwide was unable to maintain
schedules. Facilities management
enforces discipline on both parties’
operations.
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. . . facilities management vendors. Even Prudential Life Insurance has been interested . . .

Management is the key word
in “facilities management,” John
Hawk, president of Dataman Asso
ciates, Inc., New York, believes.
He told the AMA conference, “The
facilities management company ba
sically says they are smarter than
you are. You are buying that smart
ness.” Mr. Hawk says his best pros
pects are companies where there is
weak management from the presi
dent on down. Other facilities
management companies disagree
with Mr. Hawk and say they are
offering technical expertise rather
than management skill. All main
tain they offer men highly compe
tent in speaking the language both
of business and of technology and
well able to bridge the much pub
licized communication gap. Per
haps this is more wishful thinking
than reality now, but many experts
believe that facilities management
may well produce the first fully
fledged management scientists—in
dividuals who combine managerial
experience and knowledge with
high technical competence.

Some firms ‘spin off’
Many types of companies are
now offering facilities management
services. Besides the independent
entrepreneurs there are large com
panies that are spinning off their
EDP departments to become facili
ties management vendors. Compu
ter Technology, Inc., is an offshoot
of LTV Aerospace Corporations
data processing operations. The
Prudential Life Insurance Com
pany, which claims to have the
largest single non-government IBM
360 hook-up outside IBM itself,
was at one time considering joining
its computer resources to Computer
Technology. Prudential was to ac
quire 71 per cent of Computer
Technology’s stock, but the two
companies could not come to terms.
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Prudential has not given up the
idea of entering the
The first investment in the Scott
Paper Company’s new venture
capital program was the purchase
of a one-third interest in Industry
Computing Systems, Inc., Los An
geles. “Facilities management . . .
is the fastest-growing segment of
computer services,” Harrison F.
Dunning, Scott chairman and chief
executive, said when announcing
the investment. “With an annual
growth rate of 60 to 65 per cent,
it is expected to provide a $1.4billion market by 1974.”
Even computer manufacturers
are entering the facilities manage
ment
Honeywell began work
on its first contract this spring. Of
course, one wonders how a manu
facturer can overcome a natural
preference for buying and keeping
its own equipment. Honeywell be
lieves it offers experience in the
computer business and that it will
have to deliver results or its facili
ties management clients won’t re
tain Honeywell.
With the large number of en
trants into the field, it is not un
likely some unqualified people will
slip in. Experts predict that the
public is sure to hear about one big
fraud one of these days. The best
protection against this happening
a company is careful considera
tion of the vendor’s qualifications.
Some of the many questions to be
answered are: How much experi
ence does the vendor have and
how closely does it relate to the
prospective client’s business? Is
the vendor financially stable
enough not to be forced out of
business by the loss of a few con
tracts? How large is the vendor’s
staff of experts, both in the tech
nical and management areas?
There are, of course, alternatives
to taking the big facilities manage
ment step. “Get a reliable consult

ing firm in and ask them to take
full control of your facility for one
year, to get rid of the deadwood,”
William Harden suggested. “Dur
ing the second year have them
train the new staff, and during the
third year they can watch you fly
the plane.” Although the cost for
this project would probably be the
same as hiring a facilities manage
ment firm, the control of the opera
tion would remain in the hands of
internal management. Other alter
natives Mr. Harden suggested were
seeking the help of a service bu
reau or simply streamlining current
systems by talking with operations
people to see what they really need
to know.

The future
It is easy to put facilities man
agement down, but it does seem to
have a future. According to care
ful market projections made by
the Quantum Science Corporation,
New York, the facilities manage
ment market will reach $2 billion
by 1975. Although at present the
Government is the largest user of
this type of service, Quantum Sci
ence predicts that by 1975 30 to
40 per cent of facilities manage
ment will be performed for manu
facturing concerns and only 20 to
30 per cent will be done for the
Federal Government.
Quantum Science also predicts
the facilities management vendors
will become more specialized in
gearing their work to specific types
of industries. Instead of just offer
ing facilities management Quantum
Science believes the companies will
become multi-service vendors, ad
ditionally offering software, service
bureaus, and network information
services. It calls facilities manage
ment “the $2-billion market that
will disappear as a business by
1975.”
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